People and firms pay royalties to use intellectual property, which can be covered under licensing agreements, trademarks, patents, and copyrights. Royalties are recorded as a trade in services in the international balance of payments. For instance, payments for the use of U.S. technology by a Chinese firm are recorded as an import of services by China and an export of services by the United States. The Organisation for Economic Co-operation and Development (OECD) provides bilateral data on trade in services at the industry level over time and includes data on charges for the use of foreign intellectual property. 2 The data show that Chinese royalty payments to the world grew from $1.4 billion in 1999 to $27. American companies have opened affiliates in these countries to transfer their technology (i.e., patents) there. The affiliate pays the parent company royalties for the profits obtained using those technologies. These profits are not repatriated to the United States and therefore are taxed at the lower corporate tax rates of Ireland and the Netherlands, where the affiliates are domiciled. 3 In Figure 1A , we look specifically at China's payments for the use of U.S. intellectual property. The payments grew significantly, from $755 million in 1999 to $8. China has significantly increased its payments for the use of U.S. intellectual property.
